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INTRODUCTION

MAIN RESULTS

Estimating the effect of economic growth on poverty rate is
important both for academic and policy purposes since
addressing extreme poverty is a central theme in the MDGs and
the SDGs. To capture the role of increased income in poverty
reduction, I provide estimates of the income elasticity of poverty
for six poverty-dense South Asian countries. While several
previous studies, including Ram (2006, 2011, 2015) have
considered the impact of income growth on poverty, the present
study consider income elasticities of poverty for the most recent
period between 2005-2015 using standard $1.90 (or $1.25) perday poverty line as well s somewhat more realistic $3.20 and
$5.50 poverty lines recently introduced by the World Bank.

Table 1. Key economic characteristics of South Asian countries

Following the methodology used by Ram (2006, 2015), I use
three definitional expressions for calculating the elasticity:
(1)

where, Eit is the income elasticity of poverty in country i during
period t, d(P)it is the (annual) percent change (decline) in poverty
rate in country i during the period, and d(Y)it is the annual
percent change (increase) in real GDP per capita in the country
over the period. The estimated elasticity from equation (1) is the
‘total poverty elasticity’ in the terminology used by Son (2007,
p.8). This methodology enables one to obtain the elasticity for
each country over any given period.
The annual rate of decline in the poverty rate is calculated as:
[{(P2/P1) exp(1/n)} – 1]

Country

Bangladesh
Bhutan
India
Nepal
Pakistan
Sri Lanka

Gini
coefficients
(most recent
year)
32.4 (2016)
37.4 (2017)
35.4 (2011)
32.8 (2010)
33.5 (2015)
39.8 (2016)

14.8
1.5 (2017)
13.4 (2015)
15.0 (2010)
3.9 (2015)
0.8 (2016)

4,040
8,600
6,950
2,730
5,840
12,520

(2016)

(2)

where P2 and P1 are the poverty rates for the last and the first
year of the sample period, and n is the number of years. The rate
is then multiplied by 100 to convert it into percentage points.
The annual rate of increase of real GDP per capita is calculated
by estimating the usual exponential regression of the following
form:
ln(Yt) = a + g(T) + ut
(3)
where ln(Yt) is the natural log of real GDP per capita in year t, g
is an approximation to the rate of growth of per-capita GDP
during the period, u is the stochastic error term, and T takes
values ranging from the first to the last year of the sample period
for the country. GDP data are in constant local currency units for
each country which is the most appropriate variable for
calculating intra-country rate of increase of GDP per capita.

Total
population
(in million)
2017
164.7
0.8
1339.2
29.3
197.0
21.4

Population
density per
sq. km 2017
1265.0
21.2
450.4
204.4
255.6
341.9

Source: World Bank Development Indicators (2018). Poverty data are taken from World Bank Poverty and Equity
Data Portal (2019).

Figure 1. Income elasticity of poverty
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Eit = [d(P)it]/[d(Y)it]

$1.90 poverty
rate, percent
(most recent
year)

GNI per
capita
(PPP$)
2017

DISCUSSION

0.69
1.69

SRI LANKA

2.86

1.27

PAKISTAN
NEPAL

0.36
1.85

INDIA

0.21
0.72
1.79

BHUTAN

0.86
1.8

Figure 2. Map of South Asia
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Table 2. Income elasticities of poverty for South Asian countries using three
alternative poverty measures, 2005-2015
Income elasticity of poverty
(DP/GY) (-)
Country

Bangladesh
Bhutan
India
Nepal
Pakistan
Sri Lanka

Reference
period
2005-2016
2003-2017
2004-2015
2003-2010
2005-2015
2002-2016

$1.90
poverty
rate (%)
1.01
3.07
1.79
4.84
11.19
2.86

◼ First, there has been considerable improvement in poverty
situation during the period reflected by income elasticity of
poverty for the $1.90 line (which corresponds to the older $1.25
line) which shows a big increase in every case.
◼ Second, compared to 1990-2005 period, observed effect of
growth on poverty reduction during the last decade has
increased across all the countries under the study by a factor of
three and higher.
◼ Third, the magnitude of income elasticity of poverty declines
substantially as the cut-off point of poverty measure is increased
from $1.90 to $3.20 and $5.50 poverty lines. This indicates that
the role of income relative to $1.90 poverty line becomes more
limited at higher poverty lines.
◼ Fourth, huge variability is observed in elasticity estimates and
the pattern of variation is comparable to what is reported by
Ram (2015).

11.19

0.1
0.43
1.01

BANGLADESH

There is broad similarity among the South Asian countries in
terms of low average income and high inequality despite notable
variation in sizes and total population (Table 1). Based on the
estimated results (Table 2), I discuss five major findings.

$3.20
poverty
rate (%)
0.43
1.80
0.72
1.85
4.48
1.69

$5.50
poverty
rate (%)
0.10
0.86
0.21
0.36
1.27
0.69

Elasticities
using $1.25
poverty rate for
1990-2005
period
0
0.91
0.35
1.19
4.67
0.67

Notes: 1. Data $1.90, $3.20 and $5.50 Poverty rates are taken from World Bank Poverty and Equity Data Portal
(2019) and elasticities are calculated following methodology in Ram (2006, 2015).
2. Elasticity estimates using $1.25 poverty rate for the period 1990-2005 are taken from Ram (2015).

◼ Finally, this variability in elasticity estimates for such a small
group of countries suggest that cross-country factors other than
income might explain a larger part of the reduction of poverty for
the South Asian countries. Thus, international organizations and
national policy-makers are urged to promote non-income
measures, particularly enhanced employment opportunities, for
a significant reduction in poverty, especially at the higher poverty
lines.
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